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PAKISTAN: 


KEY ECONOMIC INDICATORS 


(All years are Pakistan Fiscal Years, (PFY¥), July 1 through June 30) 


PFY 
1980-81 


Gross National Product 
(CNP) (million rupees) 
Population (millions) 
GNP Per Capita (rupees) 
Exchange Rate (U.S. $1=) (rupees) 
(year-end) 


Annus Mehe Growth Rates (percent) 
actor cost) 

-—-Gross National Product 

—Gross Domestic Product 

—Agriculture 

Manufacturing 

-~-Services 


272,452 
83.8 
3,251 
9.90 


Sectoral Share in GDP (percent) 
-~Agriculture 

--Manufacturing 

--Services 


Expenditure and Savings Ratios 
Consumpt ion/CNP 

Grose Domestic Investment /CNP 

Crosse Domestic Savings/CDP 

Gross Domestic Savings/Cross Domestic 
" Investment 

Cross National Savings/CNP 


Money Supply (million rupees) 


103,524 
—(As Z% of CDP) 


(41.4) 


Price Indices (PFY 1969-70100) 
--Consumer (year-end) 
--Wholesale (year-end) 


355.0 
358.8 


Balance of Payments (million dollers) 
Trade Balance 


Exports, f.o.b. 
(to United States) 
Imports, f.o.b. 
(from United States) 
Services (net) 


-2,765 
2,798 
(179) 

-5,563 
(591) 

459 


Private Transfers (net) 

of which: remittances (2,097) 
Current Account Balance ~991 
Grose Aid Disbursements 956 
Overall Balance +24 
Change in Reserves 291 
Total Reserves (year-end) 1,239 

(in weeks of imports) (10.3) 
Debt Service Ratio *% 12.2 


2,233 


* through nine months 
®t as percentage of all current account 


PFY 
1981-82 


317,476 
85.7 
3,705 
12.20 


12.5 


113,594 
(38.9) 


396.0 
393.6 


-3,450 
2,319 
(179) 

-5, 769 
(499) 

-548 


2,388 
(2,224) 
-1,610 

1,092 

~580 
-235 
1,004 
(8.2) 
11.9 


receipts and including effects of debt relief 


PFY 
1982-83 


365,213 
88.2 
4,141 
13.10 


13.5 


136,125 
(41.3) 


415.0 
412.1 


-3,174 
2,538 
(113)* 

-5,712 
(410)* 

-660 


3,025 
(2,850) 
~809 -49.8 
1,296 18.7 
241 - 
665 - 
1,669 66.2 
(14.6) - 
13.6 “= 


26.7 
(26.1) 


Source: Pakistan Economic Survey, 1982-83 and Embassy estimates. 





SUMMARY 


The Pakistan economy recorded its sixth consecutive year of rapid growth 
during Pakistan Fiscal Year (PFY) 1982-83 (July 1-June 30). Real GDP 
increased by 5.8 percent, with the agricultural sector growing by 4.8 percent 
and industrial output by 8.3 percent. Population growth also continued at a 
rapid pace, increasing by three percent, but real per capita still grew by a 
respectable 3.6 percent. Gross domestic investment increased by 14.1 percent, 
with private investment rising by 17.6 percent and public investment by 12.2 
percent. Maintenance of high annual rates of growth will require an improve- 
ment in the investment/GNP ratio, which remains only about 15 percent, and 
in the portion of investment financed by domestic savings, which currently 
represent less than six percent of GDP and only thirty percent of investment. 


In agriculture, the 4.8 percent rate of growth was based on a new record 
level of wheat production, as this year's harvest has apparently exceeded the 
12.2 million ton level, and another bumper cotton crop. These positive 
developments made up for shortfalls in rice and sugarcane production. In 
the coming years, increased attention is to be given to improving Pakistan's 
per acre yields so as to sustain the momentum of an agricultural revival which 
has been based more on increased acreage than improved productivity. In 
industry, the 8.3 percent growth rate once again reflected mainly new public 
sector capacity in fertilizer and steel. With the completion of the massive 
Karachi Steel Mill project sometime next year, new value added in state industries 
will come to an end and future incremental output in industry will have to 
come from private sector investment, the outlook for which remains uncertain. 
In the energy sector, despite further government steps to improve incentives 
for production and conservation of energy, the country experienced another 
winter of widespread load shedding. 


The government continued its cautious monetary and fiscal policies during 
PFY 1982-83. Although money supply apparently grew by nearly twenty percent, 
in contrast to the recent trend of much lower rates, the government is claiming 
that inflation was held to its lowest level in over a decade, around five 
percent. Despite a second year of shortfalls in revenue collections, the 
budget deficit was financed without excessive recourse to domestic bank 
borrowing. As a result, Pakistan was able to meet its commitments to the IMF 
under the Extended Fund Facility arrangement, which is due to expire in 
November 1983. The government's development program continues to reflect the 
shift in public sector priorities from industrial projects and fertilizer 
subsidies to rural development, energy infrastructure and the social sectors. 
The balance of payments situation improved markedly during PFY 1982-83, as the 
current account deficit was reduced by half, thanks to a resurgence in worker's 
remittances, and an improvement in aid inflows and the availability of IMF 
resources led to an overall increase in foreign reserves of $665 million. 
Highlights of Pakistan's current economic relations with the United States 
include a resumption of American aid (PFY 1982-83 was the second year of a 
projected six-year, $3.2 billion package of economic and military assistance), 
the visit of a major U.S. investment mission to Pakistan, and continued oppor- 
tunities for an expanded American role in supplying imports. 
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PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


On the eve of the Sixth Five-Year Plan, which begins July 1, 1983, 
Pakistan's economy continues to perform satisfactorily. The last six years 
since the inception of General Zia ul-Haq's Martial Law Administration have 
witnessed steady growth across all sectors in a context of increasing financial 
stability. Agricultural output has improved to the point where Pakistan has 
become self-sufficient in all major food categories except edible oil. 
Industrial value added has increased by an average of nine percent per year 
and the balance of payments situation has become substantially more manageable. 
While this recent economic performance has been commendable, coming as it did 
during a period of prolonged international recession and regional political 
instability, Pakistan still faces a number of challenges as it enters the new 
Plan period. In agriculture, yields for most crops remain well below world 
and even comparable developing country standards. In order to sustain the 
momentum of agricultural production, the government will have to devote 
increasing attention to rehabilitation and maintenance of the enormous but 
deteriorating irrigation network, provision of agricultural credit to smaller 
farmers, supply of improved seed and other inputs, improvement and expansion 
of extension services, crop diversification, and maintenance of adequate 
pricing incentives. In industry, a key element in the Sixth Plan will be the 
effort to stimulate a revival of private investment, which has remained at 
relatively low levels since the early seventies. To do this, government 
policies must address the critical lack of infrastructure, restructure the 
trade regime away from import substitution toward export promotion, improve 
the availability and distribution of both foreign exchange and rupee financing, 
limit the existing high degree of government involvement in private business 
affairs, and consider changes in the current unsatisfactory labor code. In 
addition, because of the major influence of state industries on downstream 
markets and their large claims on industrial credit, the efficiency of the 
public manufacturing sector remains of continuing importance. In the energy 
sector, where Pakistan already faces an increasing supply-demand gap, adjust- 
ments in energy pricing policies for both producers and consumers should be 
pursued more vigorously to encourage new domestic production and dissuade 
excess consumption. Another area which the Sixth Plan is likely to emphasize 
is the long-neglected social sector, where expenditures on education and 
health have been neglected since independence, with the result that Pakistan's 
basic social indicators are characterized by exceptionally low literacy rates, 
high infant mortality and a rapidly growing population. 


All of these measures have important ramifications for both fiscal and 
monetary policies which in recent years have been characterized by strict 
financial discipline and an emphasis on restraining excess demand. The key 
question underlying the Sixth Plan is whether and how the government intends 
to forego certain revenues in the form of new tax and fiscal incentives to the 
private sector while still retaining enough scarce public resources to allow 
for new emphasis in agriculture, energy and the social sectors. 





AGRICULTURE 


The agricultural sector remains paramount in Pakistan's economy, 
accounting for about 30 percent of GDP, employing over half the work force and 
providing, directly or indirectly, for about 70 percent of export earnings. 
There are two crop seasons, Kharif (Summer) and. Rabi (Winter). The major Kharif 
crops are rice, cotton and sugar cane, and the principal Rabi crop is wheat. 
These crops account for more than 50 percent of total value added in agriculture, 
with wheat alone accounting for more than 20 percent. 


Following several years of high growth during the 1960s, average annual 
agricultural output fell to only 1.7 percent between 1969 and 1976. This 
decline in performance was due to political instability, poor weather and 
worsening terms of trade for agricultural products, but unbalanced policies 
contributed also. Until 1980, GOP agricultural policies stressed large water 
sector projects and food input subsidies while neglecting essential support 
services, with the result that agricultural growth was unsatisfactory despite 
continued high levels of public investment. 


Since 1977, the situation has improved considerably. Agricultural output 
has averaged nearly four percent per year, and Pakistan has become one of 
Asia's few net food exporters. Although favorable climate conditions accounted 
for some of this revival, new government policies have also assisted. In 
February 1980, a new agricultural strategy was announced, the major elements 
of which include the progressive reduction of input subsidies coupled with 
increases in crop procurement prices, a reorientation of public expenditures to 
emphasize those areas previously neglected (foodgrain storage, research and 
extension, oilseed production, water management, improved seeds, credit 
facilities, rural electrification, and farm-to-market roads), and a gradual 
transfer of operations such as input distribution and exploitation of fresh 
ground water from the public to the private sectors. 


Despite the improvements in overall production, however, much remains to 
be done before the vast potential of Pakistan's agricuitural sector is fully 
realized. Yields for major crops remain among the lowest in the world, and 
results on Pakistani test farms indicate that productivity per hectare could 
be doubled or tripled for most crops. With the exception of wheat, the 
recent increases in agricultural output have been mainly the result of acreage 
expansion, further scope for which may be narrowing. To sustain its current 
state of food self-sufficiency through the rest of this decade and into the 
nineties, Pakistan will have to continue and expand upon the policies of recent 
years, 


During the fiscal year just completed, the agricultural sector grew by 
4.8 percent, short of the 6.2 percent target, but an improvement over last 
year's 3.3 percent increase. This growth was led by a record wheat harvest 
estimated at 12 million tons or more. With domestic stocks now at a level of 
1.5 million tons, the government is hoping to export wheat (50,000 tons were 
sold to Iran last year and a new agreement has been signed to export 130,000 
tons this year) and is considering dismantling the wheat rationing system. 
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Pakistan's two major agricultural export commodities, cotton and rice, 
experienced different growth patterns during PFY 1982-83. Cotton production 
reached a record level of 4.8 million bales but the rice crop, after a 10 
percent increase last year, declined slightly to 3.4 million tons despite an 
increase in support prices before the planting season. Exports of cotton and 
rice continue to suffer due to the glut on the world market. Sugarcane output 
in PFY 1982-83 declined 8.5 percent to 33.5 million tons, but Pakistan 

continues to produce a substantial surplus of sugar. Export possibilities for 
the moment are constrained by the poor quality of Pakistan's sugar and the 

fact that its domestic procurement prices are currently well above international 
levels. In June, 1983, the government announced the abolition of the sugar 
rationing system, citing the qualitative and quantitative improvements in recent 
years. After more than two years of stagnation, fertilizer offtake increased 
by over 15 percent during PFY 1982-83. As part of its ongoing policy of 
reducing input subsidies, the government increased fertilizer prices by an 
average of 10 percent in June, 1983. 


INDUSTRY 


The industrial sector, which accounts for 17.5 percent of GDP, comprises 
a fairly diversified base in manufactures, ranging from cotton textiles to 
sugar refining, fertilizer, chemicals, cement, transportation equipment, 
pharmaceuticals, iron and steel products, and a wide variety of machinery 
manufacturing. During the 1960s, industrial growth was rapid and largely based 
in the private sector. With the coming to power of the Pakistan People's 
Party (PPP) in 1971 came widespread nationalizations of basic industries and 
a new reliance on heavy public sector investment in capital-intensive industries 


as the instrument for industrial growth. Within a few years the public sector's 
share of total investment in industry, which had been only about 10 percent 
before 1971, rose to more than 75 percent, reflecting both the government's 

new emphasis and the reticence of the private sector to undertake new industrial 
investments. 


By the time the present government came to power in 1977, it was apparent 
that these industrial policies were unsuccessful. The rate of industrial 
growth since 1971 had steadily declined to the point where it was negligible, 
the nationalized industries as a group were suffering severe production and 
profitability problems, and the federal budget was increasingly in deficit 
under the burden of financing massive new state industries with scarce public 
resources. The new government announced a policy of encouraging private sector 
investment while reducing the scope and improving the efficiency of the public 
industrial sector. Since 1977, this policy has been gradually implemented, the 
major constraints being the government's commitment to fund to completion all 
ongoing public industrial projects and the private sector's timidity in 
responding to the authorities’ cautious introduction of incentives. These 
incentives have included various customs duty exemptions, export rebates, some 
liberalization of government investment approval procedures and improved 
availability of both rupee and foreign exchange financing. To date, there has 
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been some response, as private investment now accounts for about half of annual 
investment in industry. However, the virtual curtailment of public investment 
in industry (since 1981, the only significant allocations have been for the 
ongoing Karachi Steel Mill project, scheduled for completion next year) 


presumably means that future industrial growth will depend almost wholly on 
the private sector. 


A major element of the Sixth Five-Year Plan is to be a phased program of 
further deregulation and incentives to encourage private sector confidence and 
participation. The budget for PFY 1983-84, the first year of the Plan, 
introduced several new measures in this direction, including improved access 
to foreign exchange, an enlarged system of exemptions from taxation and various 
government controls, and tariff adjustments designed to improve distribution 
of necessary imported inputs while protecting worthy domestic industries. 
Beyond these measures, the government plans to undertake a major reform of its 
trade regime (including tariffs, taxes, subsidies and import restrictions) as 
a means of nationalizing the system of incentives facing industrial subsectors. 
A revised public sector development program has begun to emphasize investments 
in infrastructure (including gas, power, water, roads and telecommunications) , 
shortages of which are a critical constraint on private industrial development. 
In the public manufacturing sector, the GOP is undertaking a major effort, with 
World Bank help, at improving the performance of the 55 state enterprises which 
play such a central role in the sector as a whole. Other areas where existing 
problems threaten a major industrial revival include the financial system, which 
has acquired a large degree of centralization and inefficiency in recent years 
and which may be unable to meet the financing requirements of any serious 
private sector boom, and the labor code, which was drawn up by the previous 
government and which severely limits management's ability to deal with inefficient 
or recalcitrant workers. 


Since 1977, industrial growth has averaged over nine percent per year; 
much of this growth resulted from completion of new public sector industries. 
During the fiscal year just completed, gross value added was 8.3 percent, with 
the leading subsectors fertilizer (up 44.1 percent with the addition of new 
capacity at two public sector plants) and steel (due to the inauguration of the 
steel-making unit at the Karachi Steel Mill). The textile subsector, Pakistan's 
largest industry and virtually all under private sector control, remains in the 
grip of a slump which dates back several years. While production of cotton yarn 
remained constant, cloth production dropped by 6.4 percent. Some of the textile 
industry's doldrums can be attributed to difficult world market conditions, but 
the organized mills as a group are plagued by outmoded equipment, labor problems, 
burdensome government regulations and financial difficulties dating back to the 
early seventies. In contrast to the organized mills, the cottage textile 
industry is doing well, largely due to the fact that small units avoid the mcre 
stringent labor laws, tax requirements and other regulations. Much of cottage 
industries' production (mainly of cloth), which goes unrecorded in domestic 
production figures, is for the export market. 
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Production of vegetable ghee (hydrogenated edible oil) fell seven percent 
in PFY 1982-83. Sales of vegetable ghee have been adversely affected due to 
imports of non-hydrogenated palm oil, which is not liable to excise duty. 
Refined sugar output also declined by 2.3 percent, reflecting the late start 
of the cane crushing season, short supply of cane to the mills, electricity 
blackouts and shortfalls of gas supplies. Cement production rose four percent, 
attributable (again) to expansion of installed public sector capacity and higher 
sales prices. 


ENERGY 


Although Pakistan possesses a variety of commercial and traditional energy 
resources, energy demand is fast outpacing energy generation. Between 1976 and 
1982, the annual compound growth rate was 9.3 percent for consumption and only 
9.1 percent for supply. Pakistan is self-sufficient to the extent of about 67 
percent of its energy requirements, the balance being met mainly through imports 
of 90,000 barrels per day of crude petroleum and 30,000 barrels per day of 
product, with the resulting strain on the balance of payments. The government 
has attempted to reduce Pakistan's dependence on imported oil through develop- 
ment of domestic energy resources, including oil, natural gas and hydroelectricity. 
Despite these efforts, however, it appears likely that the energy gap will 
widen during the 1980s. 


Pakistan possesses sizeable natural gas resources. As of March, 1983, 
total recoverable reserves were 442 billion cubic meters. During PFY 1982-83, 
natural gas production rose by 8.3 percent to an estimated 10 billion cubic 
meters. Until recently, the GOP had been successfully developing its natural 
gas resources in step with demand; however, largely due to a pricing policy which 
kept gas prices artificially low, thus encouraging consumption and discouraging 
new producer investments, demand has overtaken supply with the result that 
serious gas shortages have become increasingly common. 


The government has taken some initiatives to rectify this situation by 
gradually adjusting both producer and consumer prices (most recently, consumer 
prices were increased by an average of 25 percent in June 1983), but much 
remains to be done. 


Although crude oil has been produced in Pakistan for over 70 years, 
reserves appear modest, currently estimated at 70 million barrels. During 
PFY 1982-83, crude oil production increased 28.4 percent to about 12,000 
barrels per day. This was mainly attributable to a takeoff in production at 
the Union Texas field at Khaskheli, near Karachi. Total coal reserves are 
estimated at around 600 million tons, from which PFY 1982-83 production was 
about 1.5 million tons. 


From an estimated 10,000 megawatts (MW) of economically recoverable hydel 
power, the installed hydel generation capacity at the end of PFY 1982-83 was 
2,547 MW (an increase of 700 MW over the previous year due to completion of 
new capacity at Tarbela dam), from which an estimated 11,189 million kilowatt 
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hours (KWH) were generated during PFY 1982-83, an increase of 35 percent over 
the previous year and representing about two-thirds of total power generation. 
The remainder was supplied by thermal units using gas and oil. When hydel 
generation capacity was curtailed during Spring 1983 due to low water in the 
northern areas, the government was forced to resort to extensive load-shedding 
because thermal capacity was not adequate to make up the difference. 


SAVINGS AND INVESTMENT 


A major goal during the next few years will be for Pakistan to improve upon 
its poor record to date of savings mobilization. In recent years, the ratio of 
gross domestic savings to GDP has been declining (from 6.8 percent in PFY 1980-81 
to 5.1 percent in PFY 1982-83). Although the national savings ratio to GNP rose 
from 12.5 percent to 13.5 percent in PFY 1982-83, reflecting an improved balance 
of payments situation, even this is clearly too low for a country of Pakistan's 
level of per capita income and stage of development. The result has been to 
keep the level of gross domestic investment to GNP at around 15 percent. 


During PFY 1982-83, gross fixed capital formation grew by 14.1 percent, 
with the private sector expanding by 17.6 percent and the public sector 12.2 
percent. Within the private sector, officially-recorded investment in manufac- 
turing was up only 8.3 percent, but investment in agriculture jumped 40.8 
percent, with the result that the private sector's overall share in domestic 
investment rose from 35.3 percent to 36.4 percent. 


Public investment activity in recent years has reflected the government's 
new emphasis on rural development, infrastructure and the social sectors. By 
reducing dramatically its previously high levels of expenditures on fertilizer 
subsidies and public industry, the government has been able to divert resources 
to agriculture, energy, education and health. The Annual Development Plan for 
PFY 1983-84, released in June 1983, reaffirms this strategy. Out of total 
development expenditures of Rs. 31 billion, fully 55.7 percent is allocated for 
these sectors, while only 16 percent will finance fertilizer subsidies and 
industry (mainly the nearly-completed Karachi Steel Mill). By 1985, the govern- 
ment has indicated that it will have phased out completely spending for these 
two areas. Clearly, the government is hoping that the private sector will come 
forward to fill the gap in industrial investment and that enhanced agricultural 
procurement prices will induce farmers to adjust to higher fertilizer prices 
without reducing offtake or application. 


MONEY, PRICES AND FISCAL POLICY 


Since November 1980, the GOP has been under an Extended Fund Facility (EFF) 
arrangement with the IMF. Under this facility, which expires in November 1983, 
Pakistan has had access to SDR 1,268 million (approximately $1.4 billion) to 
support a program of structural adjustment designed to promote economic growth 
in a context of relative financial stability and an improvement in the balance 
of payments position. While the program has included important reforms in 
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agricultural and energy policies, public sector enterprise performance, import 
liberalization, development planning, and exchange rate adjustments, the center- 
piece of the EFF has been the implementation of strict limits on overall monetary 
growth and budget deficit financing. 


On the monetary side, increases in money supply have generally been reduced 
to levels below the rate of increase in nominal GNP. During the fiscal year just 
completed, it appears that this trend was interrupted, as money growth was 19.8 
percent through the end of March. This appears to have been due to a combination 
of factors including a major increase in foreign exchange reserves, expansion 
in credit to the private sector, higher requirements for government commodity 
financing operations and the continuing credit needs of inefficient public sector 
enterprises. Despite this increase in liquidity, inflation appears to have 
moderated sharply during PFY 1982-83. According to official government figures, 
the GNP deflator rose by only 6.7 percent, consumer prices by 4.8 percent, and 
wholesale prices by 4.7 percent. If these figures are even remotely accurate, 
the rate of inflation would appear to be at its lowest in a decade. 


In the area of public finance, Pakistan's overall budgetary situation 
remained stable in PFY 1982-83. Offsetting somewhat the higher level of money 
growth was the government's ability to remain within its IMF-inspired ceiling 
on deficit financing of Rs. 5.7 billion, thus restraining excess demand pressures 
in the economy. This was accomplished despite a second consecutive year of 
revenue shortfalls (due to the prolonged slump in import activity and the 
resulting slowdown in customs duty collections, the chief revenue earner) thanks 
to continued extraordinary growth in domestic nonbank resources. These are 
mainly small savings deposits in government-sponsored schemes, which through the 
first nine months of the fiscal year had already attracted 20 percent more than 
targetted for the entire year, a level representing twice that of last year's 


deposits during the same period. This increase appears to reflect the public's 
enthusiasm for the relatively high rates of return and tax incentives offered by 
these schemes, demonstrating the potential for mobilizing private savings and 
investment. 


The budget for PFY 1983-84, announced on June 11, contained no major 
surprises, although some new incentives for private investment were announced 
(mainly tax reductions on individuals and corporations, wider exemptions from 
government sanctioning requirements, liberalized exchange controls, new incentives 
to attract investment from overseas Pakistanis, and the abolition of sugar 
rationing) and prices were increased on five major items (natural gas, fertilizer, 
cement, railway fares and postal rates). 


Notwithstanding the Government's performance in sustaining financial 
stability in recent years, the longer-term structure of Pakistan's public 
finance remains precarious. On the revenue side, a major weakness of the tax 
system remains its over-reliance on specific rates for customs and excise duties. 
Income, corporate, and sales tax play lesser roles in Pakistan than in most 
comparable countries. The tax/GDP ratio in PFY 1982-83 was 12.9, extremely low 
by most standards, but, more important, a decline from recent years. Improvements 
in this area would appear crucial if the government is to maintain the pace of its 





11 


development program in the next few years. There is little leeway for reductions 
in current expenditures, three-quarters of which are taken up by defense and debt 
servicing requirements. Given these constraints, the authorities are likely to 
be increasingly hard pressed to mobilize adequate domestic resources to finance 
development objectives in the coming years without improved revenue collections. 
Continued reliance on nonbank financing such as small savings schemes may not be 
practical, since such deposits have proved volatile in the past and because this 
represents a diversion of scarce national savings into budgetary support rather 
than productive investment. 


BALANCE OF PAYMENTS 


Despite continued international recession and low commodity prices, which 
had contributed to a deterioration in the external situation last year, Pakistan's 
overall balance of payments picture brightened considerably in PFY 1982-83. 

Major increases in workers' remittances, some buoyancy in non-traditional exports 
and continued high levels of IMF support were the major factors behind an increase 
of $665 million in Pakistan's foreign exchange reserves this year. 


Export receipts rose by 9.4 percent, to $2.5 billion, due mainly to a marked 
increase in exports of manufactured items, which have apparently responded to the 
rupee's 30 percent depreciation against the dollar over the past eighteen months. 
Exports of rice and cotton, traditionally Pakistan's major foreign exchange 
earners, remain in a prolonged slump, the result of low world prices, although 
cotton shows some signs of picking up, as do exports of cotton yarn. Cloth, 
leather and carpets, however, remain at low levels. During PFY 1982-83, Middle 
East countries emerged as Pakistan's major export market, accounting for about 30 
percent of total export earnings. The share of other Asian countries was about 
25 percent while Western Europe bought 24 percent and the United States 8 percent. 


Although import growth has slumped sharply the last two years, Pakistan's 
trade deficit is still enormous and import payments are more than double total 
export earnings. Imports in PFY 1982-83 fell one percent, to $5.7 billion. 

The slowdown was due to declines in international crude oil prices, continued 
import substitution in wheat, sugar, cement, fertilizer and steel, and a minor 
shortfall from projected foreign aid disbursements. Pakistan's major imports are 
petroleum, non-electrical machinery, edible oil, electrical goods, transport 
equipment, iron and steel and tea. Its major suppliers remained Middle Eastern 
countries, particularly Saudi Arabia and Kuwait, which supply mainly crude oil. 
Other major suppliers are Japan and the United States. 


The trade deficit narrowed from $3.4 billion to $3.2 billion during 
PFY 1982-83, and was offset to a large degree by a major increase in workers' 
remittances, which rose 28 percent to $2.9 billion. This boom continued a trend 
observable during the last half of the last fiscal year, when workers abroad 
appeared to respond favorably to the rupee's devaluation by sending larger 
amounts home through official channels rather than via the black market. The 
surge in remittances had the result of reducing the current account deficit from 
$1.6 billion to $809 million, equivalent to about 2.6 percent of GNP. Net long- 
term capital inflows were up by 37 percent, thanks to a sharp increase in gross 
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disbursements of foreign aid. American commercial banks continued during 

PFY 1982-83 to increase their involvement in Eurocurrency syndications to the 
government, which borrowed a total of $375 million at very favorable terms. 

The overall balance of payments position was thus in surplus, at $241 million 
which, after net IMF transactions of $424 million, allowed Pakistan to increase 
its foreign exchange reserves by $665 million to a total of $1.6 billion, the 
equivalent of over three months of imports. External public debt outstanding 
now equals over $13 billion. Pakistan's debt repayments in PFY 1982-83 totalled 
$862 million ($452 million in principal and $448 million in interest less $38 
million in debt relief). The ratio of debt service to merchandise export 
earnings was thus 34 percent; however, the ratio against all current account 
receipts was only 13.6 percent. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


In August, 1981, the United States and Pakistan completed negotiations on 
a $3.2 billion package of economic and military assistance which the United 
States will seek to provide Pakistan over a six-year period. The U.S. decision 
to offer this package, which makes Pakistan one of the largest recipients of 
American economic and military assistance, followed the Soviet invasion of 
Afghanistan and the consequent recognition of Pakistan's strategic importance. 
The economic part of the package totals $1.625 billion and takes a development- 
oriented approach with emphasis on providing balance of payments support. This 
is reflected in the considerable commodity component (PL-480 edible oil, phos- 
phatic fertilizer, agricultural equipment, insecticides and contraceptives) and 
the substantial local currency cost financing in projects. The focus of the 
projects corresponds with the government's new development priority sectors of 
agriculture, energy and social services. Terms of the assistance are two-thirds 
grant and one-third concessional loans. During PFY 1982-83, the United States 
obligated a total of $250 million, of which $50 million was in PL-480 financing 
of edible oil. For PFY 1983-84, the United States has pledged to contribute 
$275 million, including $50 million in PL-480, but this amount awaits congressional 
approval. The military assistance package is composed of $1.6 billion in FMS 
guaranteed credits to be extended over five years beginning in PFY 1982-83. 
During PFY 1982-83, the first six of 40 F-16 aircraft were delivered, as were 
100 M-48A5 tanks and 60 M-109A2 self-propelled 155 mm howitzers. Pakistan offers 
an expanding market for American goods and services. The United States has been 
a major supplier of agricultural products, especially wheat, edible oil, and 
tallow. Other major exports have been chemicals, fertilizers, industrial raw 
materials, machinery and transport equipment. The nature of the Pakistani market 
is changing, however, and increased domestic production of wheat and urea 
fertilizers has virtually eliminated the need for imports of these goods. 
However, there are prospects for other U.S. exports as Pakistan seeks to develop 
its infrastructure and foster import substitution and export-oriented industries. 
Good opportunities exist for sales of agricultural machinery and implements, 
vegetable oil, tallow, soybean meal, food processing and packaging equipment, 
chemical and petrochemical industry equipment, railroad equipment, electric power 
generation, transmission and distribution equipment, textile and leather machinery 
and equipment, telecommunications equipment, oil and gas field machinery, process 
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control instrumentations, mining and extraction machinery, earthmoving and 
construction machinery, electronic industry production and testing equipment, 
analytical and scientific instruments, motor vehicles and equipment, hospital 

and health care industry equipment, computers and peripheral equipment including 
mini-computers and word processors. Services are another area of good opportunity 
for American firms, including airport construction, energy, communications and 
transportation project design, and engineering. 


Great importance is attached to the role of foreign private investment in 
accelerating the pace of industrial development in Pakistan. The Government 
encourages foreign investment in industries that are capital-intensive, require 
sophisticated technology, or are in export-oriented or import-substitution 
industries. Most recently, the GOP has begun emphasizing the need for joint 
ventures in agro-industrial and light engineering projects. U.S. private direct 
investment in Pakistan to date is concentrated in fertilizer projects, although 
smaller investments exist in pharmaceuticals. U.S. companies are also involved 
in oil exploration and production in Pakistan. 


In April, the U.S. Overseas Private Investment Corporation (OPIC) sponsored 
an investment mission to Pakistan. This was one of OPIC's largest investment 
missions, with 27 participants representing 25 firms from a broad spectrum of 
U.S. industry (agrobusiness; refrigeration equipment; gypsum wall board; alterna- 
tive energy systems; telecommunications; hotel construction, etc.). At the 
conclusion of the Mission, these companies announced plans to develop 22 joint 
venture projects with Pakistani partners. In addition, six other U.S. companies 
announced their intention to pursue commercial ventures in the near future. OPIC, 
which has characterized the Mission as one of its most successful to date, was 
helped considerably in its effort to promote investment in Pakistan by President 


Zia's announcement during the Mission that projects resulting from the Mission's 
visit would be given accelerated consideration in the government's approval 
process. 
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